
STOP 



Early Journal Content on JSTOR, Free to Anyone in the World 

This article is one of nearly 500,000 scholarly works digitized and made freely available to everyone in 
the world by JSTOR. 

Known as the Early Journal Content, this set of works include research articles, news, letters, and other 
writings published in more than 200 of the oldest leading academic journals. The works date from the 
mid-seventeenth to the early twentieth centuries. 

We encourage people to read and share the Early Journal Content openly and to tell others that this 
resource exists. People may post this content online or redistribute in any way for non-commercial 
purposes. 

Read more about Early Journal Content at http://about.jstor.org/participate-jstor/individuals/early- 
journal-content . 



JSTOR is a digital library of academic journals, books, and primary source objects. JSTOR helps people 
discover, use, and build upon a wide range of content through a powerful research and teaching 
platform, and preserves this content for future generations. JSTOR is part of ITHAKA, a not-for-profit 
organization that also includes Ithaka S+R and Portico. For more information about JSTOR, please 
contact support@jstor.org. 



NORTH AMERICAN REVIEW. 

No. CCCCLIX. 



FEBRUARY, 1895. 



THE FINANCIAL MUDDLE. 

BT THE HON. J. STERLING MORTON, SECRETARY OF AGRICULTURE J 

THE HON. WILLIAM M. SPRINGER, CHAIRMAN OF THE 

HOUSE COMMITTEE ON BANKING AND CURRENCY ; AND 

HENRY W. CANNON, PRESIDENT OF THE CHASE 

NATIONAL BANK, NEW YORK. 



The present is a composite photograph of all the yesterdays 
which the human race has counted since it began a civilized 
career. All the thought, improvement, invention, advancement, 
and exaltation of mankind evolved during its march through the 
millions of myriads of yesterdays are concentrated, focused, in 
the present ; and our To-day, analyzed, is only a portrait in min- 
iature of an aggregate Yesterday. Our industries, social life, 
economics — even our fallacies in finance — are merely a repetition 
of those of former generations, with additions, amendments, and 
advancements. Thus, while history repeats itself, it also modi- 
fies or magnifies itself in various parts. It embellishes or it tones 
down, represses or intensifies here and there, as human pre- 
judice or desire may dictate. But nowhere do we read of a dif- 
ferent air or water in ancient times — as supporters of human life 
— from that which we breathe and drink to-day. There has 
been, then, no abrupt repeal, change, or amendment to natural 
laws during the mighty marches of the years and centuries across 
this world of ours since it first trembled in elemental space. The 
laws of light, of sound, of gravitation and cohesion, remain 
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potent, exacting, and inexorable as when the revolution of the 
spheres began and the light of day first flooded the universe with 
its vivifying effulgence. Under the domination of these relent- 
less laws in a great kindergarten the family of Man has been for 
thousands of years living and learning and repeating lessons. Until 
the art of printing came to embalm knowledge and perpetuate 
it, the learning of each generation was entombed almost wholly 
with those who developed it. Legends, manuscripts, and tradi- 
tions transmitted only a modicum of the accumulated lore ; and 
the greater volumes of experience and achievement were hidden 
in the grave with their authors. Nevertheless, certain of those 
ideas most essential to the advancement and elevation of the 
social status were so thoroughly esteemed, debated, and written 
out, that we, as the heirs of the intellectual wealth of all preced- 
ing time, now hoard them in libraries and treasure them in our 
memories. But we are merely trustees, and as such it is our 
duty to conserve and bequeath that inheritance to our descendants 
with as much useful increment as we are competent to evolve or 
produce, as to each integral part thereof. And as trade is the 
forerunner of civilization, and commerce its promoter and edu- 
cator, this age is obligated to the future to improve the old and 
invent new methods for facilitating exchanges all over the world. 
In a barbaric state, barter existed. Direct exchanges of goods 
for goods obtained. Then, emerging from tribal relations, man 
instituted various media of exchanges. First, cattle were money. 
Then came flocks of sheep and goats. The larger cattle-owner 
was the capitalist. The word " capital " coming from caput, a 
head, and the word " pecuniary " from pecus, a flock, illustrate 
the fact that the basic idea of money was value, both inherent and 
relative. Later on silver and gold became money. But for cen- 
turies they were not coined. Both metals were used to mediate 
exchanges. But neither of them bore any other marking or cer- 
tification than that given by the goldsmith or the assayer, who 
merely verified the weight and fineness. His legend on the lump 
or ingot of bullion assured the trading public as to its purity and 
gravity. But standard economists never claim that attestation of 
fineness and weight, either by an assay office in ancient or by a 
government mint in modern times, adds value to the metals ; 
though all agree that it increases the facility with which they may 
measure values and mediate the exchanges of commodities. 
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Aristotle, who wrote in the fourth century before Christ, had 

a clearer idea of the character and functions of money, even in 

that early morning time of commerce, than many statesmen at this 

high noon of international trade seem to entertain. And that 

pagan philosopher said : 

" Money is an intermediary commodity designed to facilitate an ex- 
change of two other commodities." 

And Xenophon, writing of Athens a hundred years later, and 
showing its advantages over other markets, says : 

" In most of the other cities a trader is obliged to take commodities in 
return for those he brings, because the money used in them has not much 
credit outside ; with us Athenians, on the contrary, ... he takes his 
pay in ready money, which, of all negotiable articles, is the safest and most 
convenient, as it is secured in all countries, and, besides, it always brings 
back something to its master, when the latter judges proper to dispose of 
it." 

Thus Aristotle saw the necessity of a commodity value in the 
medium of exchange, and Xenophon demonstrated the import- 
ance of a general and unfluctuating purchasing power of value in 
money, to render it universally useful in the facilitation of 
domestic and foreign exchanges. 

Thus we come to, What is value ? Aristotle and the Roman 
lawyers, among the ancient; and Adam Smith, Whately, Say, 
and Perry, with a multitude of other modern economists, have 
declared that value consists in exchangeability. And 
McLeod says : 

"And what does exchangeability depend upon? If I offer something 
for sale, what is necessary in order that it should be sold? Simply that 
some one else should desire and demand it. ... The sole origin, 
source, and cause of value is human desire ; when there is a demand for 
things, they have value. When supply remains stationary and the demand 
increases, the value increases; when the demand decreases, the value 
decreases, and when the demand ceases altogether, the value is altogether 
gone." 

The currency of a country, therefore, must be always ex- 
changeable for those things which its people desire and demand, 
and the currency itself must be desired and demanded by those 
who have the things to sell. The commodity seller buys money ; 
and the commodity buyer sells money. Each seeks the highest 
quality in that which he buys, because with it he satisfies a de- 
mand ; and in every legitimate exchange there are two demands 
and two satisfactions. In times of business depression money 
circulates cautiously and slowly, because people repress desires 
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for many commodities which under usual commercial conditions 
they gratify. And thus demand for those goods decreases and 
their values decline. There are many Americans to-day who 
have their money hoarded merely because they are afraid to in- 
dulge in expenditures which, during a period of redundant circu- 
lation, they regarded as absolutely necessary to their daily com- 
fort. Eepressing desires, they have diminished or destroyed 
demand in many lines of goods, and yet an active number of cit- 
izens declare that the depression is caused solely by an inadequate 
per-capita circulation of money. Generally those citizens, how- 
ever, while talking of a per-capita circulation, are, no doubt, 
really thinking about a per-capita distribution. But in the dis- 
tribution of money each person can legitimately get only so much 
as he can honestly buy, either with a personal service or an ex- 
changeable property or commodity. Each person can get money 
who has something to sell which some other person desires and 
demands. It makes no difference how plentiful the money sup- 
ply may be : if one has no exchangeable service or commodity to 
offer which other persons desire to buy, he will get none of it. 

To illustrate. In a community of 1,000 there may be found a 
per-capita circulation of $100. Investigation, however, proves 
that one citizen has $75,000, another $10,000, and the remaining 
998 have only an average of about $15 each. And yet effusive 
statesmen, posing as the friends of the poor man, pathetically 
plead for an increased per-capita circulation, as the only certain 
panacea for poverty, penury, and want everywhere. But these 
emotional fiatists never tell how any person, who has nothing ex- 
changeable to offer therefor, is to get his per-capita share. These 
hysterical publicists frequently indulge in economic paroxysms 
which, nearly always, result in attempts to promote the public 
weal by enactment, and in endeavors to provide prosperity by 
embodying fallacies in the forms of law. They totally ignore the 
fact that exchangeable things are necessary to circulate money — 
things desired, demanded, and, therefore, valuable. They for- 
get, seemingly, that there is no need of value measures when and 
where there are no values to measure. 

Among the drought-stricken homesteaders in some parts of 
the sub-arid regions of Kansas, Nebraska, and the Dakotas, there 
are for sale to-day no edible commodities ; and all the gold coin 
of the earth given to those unfortunates on the famine frontier, 
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upon condition that it shall be used only in purchasing food 
grown among themselves, can avail nothing in ameliorating their 
hardships. It would create no exchanges, confer no comforts. A 
per -capita circulation of $100,000, each, under such restrictions, 
could alleviate no distress. Food, not funds ; clothing, not coin ; 
fuel, not finance — things which are always alert for exchange, 
because always desired and demanded — can alone assuage their 
misery. But, by a parity of reasoning, those who advocate more 
measures of value, a larger number of dollars as the infallible 
remedy for depressed trade, should now declaim in favor of a 
larger per-capita circulation of peck, half-bushel, and bushel 
measures, together with steelyards, and scales, and yardsticks, 
and foot-rules, among those grainless fields, foodless families, and 
almost clothesless communities. Yet increased and gratuitous dis- 
tribution of measures and weights among a hungering people who 
have neither food to weigh nor fabrics nor fuel to measure, would 
be a sorry satire upon starvation. But it would be as efficient and 
efficacious in ameliorating conditions as an increased per-capita 
circulation would be in improving the pecuniary status of those 
who can offer nothing exchangeable for money which the owners of 
money desire and demand. The measures of cereals and other 
material things are useless where there are no cereals or other 
material things to be measured. And money is absolutely inert 
and inutile where no values are to be measured and no exchanges 
are to be mediated. The pioneers of Nebraska, which was opened 
to settlement in 1854, matured no crops to subsist upon until the 
autumn of 1855 ; and, therefore, for their first year's subsist- 
ence purchased grain and vegetables and meat from the adjacent 
States of Iowa and Missouri. And although the tilled area of 
Nebraska, when the first snow of the winter of 1855 and 1856 fell, 
was only a few acres, and the population of the Territory very sparse 
(and, therefore, the necessary and normal exchanges exceedingly 
limited), there was a large yield of indigenous frontier financiers 
who fervidly declaimed for more circulating media. These primi- 
tive Populists then proclaimed, in that prairie wilderness, the doc- 
trine of commercial salvation and everlasting prosperity through 
the grace of an increased per-capita circulation. They declared 
that there was not enough money in Nebraska and adjoining 
States with which to transact business, and that the Legislative 
Assembly of the Territory should charter banks to issue money 
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in volume sufficient to meet the exigencies of trans-Missouri 
commerce. Those pioneer advocates of financial vagaries and 
money fallacies used all the arguments, demagogy, and emotional 
exhortation in behalf of their theory that their lineal economic 
descendants and disciples use to-day. And thus, during January, 
1856, six banks were chartered for the purpose of making more 
money for circulation in Nebraska. The legislators who voted 
for them scouted all the teachings of political economy, and 
defied the inevitable and efficient operation of economic law in 
antagonism to a statute of their own sapient spawning. And 
here is the act which created a currency (each of six banks hav- 
ing precisely the same charter) of more than $600,000 in less 
than six months, ostensibly to be circulated among a population 
of less than 20,000 men," women, and children, who made up all 
the inhabitants of the Territory, which then included all the 
geographical area that now constitutes the two Dakotas, Wyom- 
ing, and a part of Colorado. In less than four months from the 
commencement of this experiment for banishing poverty and 
producing prosperity by an increased per-capita circulation, the 
gold currency and its equivalents had disappeared. The far-see- 
ing accumulator of sound money and the non-resident traders 
had taken it from the limited field of our exchanges, and had 
hoarded, hidden, and carried it away. 

AN ACT 

FOB THE CHARTER OF A BANK, TO BE LOCATED IN BELLEVTTE, DOUGLAS 
COUNTY, NEBRASKA TERRITORY, TO BE CALLED THE FONTENELLE BANK 
OF BELLEVUE. 

Sec. 1. Be it enacted by the Council and House of Representatives of 
the Territory of Nebraska, That Jno. B. Sarpy, Peter A. Sarpy, Samuel 
Knepper, Jno. B. Cecil, L. B. Kinnv, Philip J. McMahon, Leavitt L. 
Bowen, Jno. Clanoj-, their heirs and assigns, are hereby appointed commis- 
sioners, and they or any five of them are authorized to carry into effect, 
from and after the passage of this act, the establishment of a bank, to be 
styled and called the Pontenelle Bank, and to be located at Bellevue, 
Douglas County, Nebraska Territory, with a capital of $100,000, which may be 
increased, at the will of the stockholders, to any amount not exceeding 
$500,000, to be divided into shares of $100 each ; and the said company, under 
the above name and style, be and are hereby declared capable in law of 
issuing bills, notes, and other certificates of indebtedness, dealing in ex- 
change, and doing all things necessary to the carrying on of a regular and 
legitimate banking business, and also, to buy and possess property of all 
kinds, and to sell and dispose of the same, to contract and be contracted 
with, to sue and to be sued, to defend and to be defended against in all 
courts in this Territory. 
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Sec. 2. That the commissioners herein appointed shall have power to 
cause books to be opened for the subscription of said stock in such manner 
and at such times and places as they or any five of them may appoint ; that 
whenever $50,000 is fully subscribed, then those making such subscription 
shall have power to choose a board of directors, whose duty it shall be to 
organize said bank by electing a president, vice-president, and cashier, and 
that in the election of said directors and officers each share subscribed or 
then held shall entitle the holder thereof to one vote, which may be given 
in person or by proxy. 

Sbo. 3. It shall be the duty of the president or vice-president (either of 
whom shall be competent) and cashier to attach their respective names to 
all bills or notes issued by said bank to circulate as currency, and that the 
stockholders shall be each and individually liable for the full and final re- 
demption of such issue, payable at the banking house in gold or silver, and 
that this charter shall have an existence and be in full force, if faithfully 
complied with, for the term of twenty-five years from the date of its pass- 
age and becoming a law of the Territory. 

Sec. 4. The stock of said bank shall be assignable and transferable, 
according to such rules and under such restrictions as the board of direc- 
tors may prescribe, who shall have power at all times to make such rules 
and regulations as may appear for the well-being of said bank, not incon- 
sistent with the Constitution of the United States and the organic law of 
this Territory. 

Sec. 5. The directors of the bank shall make, or cause to be made, 
through their cashier, under oath or affirmation, an annual report to the 
Auditor of the Territory or State (as the case may be), a full exhibit of the 
condition of said bank, which report shall be published in three newspapers 
of this Territory by said auditor. 

Sec. 6. This act shall be in force from and after its passage. 

Approved January 18, 1856. 

Very soon after this manufactory of credit money began to 
ponr its product into trade channels, the superior money had, 
under the operation of the Gresham law, surrendered the field of 
exchange to the inferior. And from the date of the letter which 
Sir Thomas Gresham wrote to Queen Elizabeth in 1558, explain- 
ing that good and bad moneys could not remain concurrent in the 
same country, no more perfect verification of the Gresham law 
had ever arisen than that furnished by that Territory in the 
years of 1856, 1857, and 1858. The unyielding vigor of Principle 
and Truth was as pronounced in Nebraska then as it had been in 
the Kingdom of Great Britain 300 years before. 

Thus after a brief period of pseudo-prosperity, in which all 
values were feverishly enhanced, there came, in June, 1857, the 
first warnings of the disastrous panic of that year. In New York 
the banking and brokerage house of John Thompson, who pub- 
lished a bank-note reporter and counterfeit detector, failed. In 
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Ohio the great Life and Trust Company went under, and all over 
Nebraska, and throughout the whole Republic, the baseless, non- 
convertible paper issues of "stump-tail" currency — as it was 
termed in the parlance of the time — became utterly valueless as 
tools of exchange. 

To-day we stand perhaps upon the very verge of another era of 
fiatism. And if the free coinage of silver at 16 to 1 can be 
secured, we shall behold again, in the United States, and on a 
broader field, the unavoidable and disastrous effect of that law 
which inevitably prevents the circulation of an inferior and a 
superior currency, in the same markets, at the same time. 

Having, under free coinage, made more silver dollars than 
the country can float, at a parity with gold, the latter metal will 
go to a premium. All that we sell to foreigners will be paid for 
in silver. All that we buy of them will be settled for in gold, 
and we will pay the premium. Bimetallism, as taught by the 
free-coinage-of-silver advocates, who maintain that the United 
States alone can float unlimited amounts of that metal, coined at 
a ratio of 16 to 1, on a parity with gold, logically leads to mono- 
metallism in the North American republic, and that one metal 
must inevitably be silver. 

In the Nineteenth Century Henry Dunning McLeod says : 

Bimetallism is only part of a system which prevailed in every country 
for centuries. Statesmen thought that they could regulate the value of 
commodities by law, and the statute books contained many such laws. But 
experience showed that such laws were absolutely inoperative, and, after 
having been abandoned in practice, were, at length, expunged from the 
statute book. The attempt to restore bimetallism is simply the endeavor to 
revive this exploded economic fallacy. 

If it were possible to establish a fixed ratio between gold and silver by 
international agreement, it would be equally possible to fix the value of all 
commodities. Innumerable catastrophes are caused by the unexpected 
change in the value of commodities ; why not then fix the value of all com- 
modities, and so remove the cause of multitudes of mercantile calamities ? 

Agriculturists are suffering the extremest depression from the fall in 
the value of their products. Why then not fix the value of wheat at a re- 
munerative price by international agreement ? If it were printed in all the 
statute books of the world that the price of wheat should be one dollar a 
bushel, does any person of common sense suppose that the price of wheat 
would rise one cent ? 

And if raising wheat could be made remunerative everywhere, 
would not everybody seek that line of production ? 

But the bimetallists state their case paradoxically when they 
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proclaim for the free coinage of silver at the ratio of 16 to 1. 
That very phraseology is a confession that there is and can be 
hut one unit of value. The fact that they compare their silver 
to gold, as the unit of value, as the test of exchangeability, con- 
contradicts their contention for the equal utility and facility of 
the two metals in mediating exchanges. It is a full confession 
of the bimetallists that the two metals are unequal. It is an 
avowal that by law — mere statutory enactment — they propose to 
make equal, in value, by certain relations, those things which 
mankind do not equally desire and demand. They affirm that 
they will create value. They avow that they can stimulate the 
desire and enhance the demand of the world for silver by a simple 
" Be it Enacted " — a formulation of fallacies into statutes. It 
is a plain concession that silver is a commodity which must be 
measured by a universally accepted measure ; and, furthermore, 
that gold is that measure. Therefore, by implication, the pro- 
fessed bimetallist, in stating his case, admits that he is a gold 
monometallist. 

But it is amazing to find ardent free traders among the zealous 
advocates of the free coinage of silver at the ratio of 16 to 1, be- 
cause the present tariff provides almost wholly for ad-valorem 
duties. Such duties, according to the law, must be paid upon 
the .valuation of the commodity imported, computed in the cur- 
rency of the United States.* 

With free coinage, which, we are cheerfully and vehemently 
assured, will bring about a double price for all the farmers have 
to sell, there will also then come a double valuation upon all ad- 
valorem imports which farmers may wish to buy. Then a thou- 
sand pounds' worth of English manufacture, bought in London 
on a gold basis, being imported to the United States, while we are 
on a silver basis, valued in our market and our money, as the law 

* Sec. 25. That tbe value of foreign coin as expressed in the money of account 
of tbe United States shall be that of the pure metal of such coin of standard value; 
and the values of the standard coins in circulation of the various nations of the 
world shall be estimated quarterly by the Director of the Mint, and be proclaimed 
by the Secretary of the Treasury immediately after the passage of this act, and 
thereafter quarterly on the first day of January, April, July, and October, in each 
year. And the values so proclaimed shall be followed in estimating the value of all 
foreign merchandise exported to the United States during tbe quarter for which 
the value is proclai ned, and the date of the consular certification of any invoice 
shall, for the purposes of this section, be considered the date of exportation: Pro- 
vided, That the Secretary of the Treasury may order the reliquidation of any entry 
at a different value, whenever satisfactory evidence shall be produced to him show- 
ing that the value in United States currency of the foreign money specified in 
the invoice was, at the date of certification, at least ten per centum more or less 
than the value proclaimed during the quarter in which tbe consular certification 
occurred. (Statutes U. a, Fifty-third Congress, Sess. II.. Ch. 319, Sec. 25.) 
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compels, will cost twice as much denominationally, in silver, as it 
would in gold. That is, gold being then worth twice as much as 
silver, instead of paying, on each English pound, as to-day, on a 
valuation of $4 86, the consumer will be taxed for each English 
pound's worth of goods, reduced to United States currency, on a 
valuation of $9.72. Then, as silver declines and cheaper money 
becomes more and more plentiful, our Free Trade friends who 
have joined the crusade in behalf of free coinage will sorrow- 
fully observe that they have, by their misinformed statesmanship, 
erected a mountain barrier to international trade, compared to 
which McKinleyism was a mere molehill. Free coinage, as advo- 
cated by its most enthusiastic and eloquent supporters — those who 
paroxysmally appeal for the poor people, as against plutocrats — 
will very soon, if it be attained, double and possibly treble the 
duties on all the imports which poor people purchase. 

These same self-constituted attorneys for the poor, out of 
their tumultuous and cheerful vocabulary, also plead strenuously 
in the interests of those whom they felicitously, without defini- 
tion or identification, call the " debtor classes." Money, they 
say, has appreciated since some debts were contracted, and, 
therefore, it is a great hardship upon some debtors to pay as they 
borrowed. But suppose the money had not been loaned by its 
owners ? Suppose all the owners of money had securely hoarded 
it, instead of loaning it out, when asked, in each case, would 
not money, thus becoming scarcer, have appreciated still more 
by the hoarding ? Is the bimetallist, then, in favor of a law 
providing a penalty for appreciating the purchasing power by 
hoarding money, and not loaning it ? Why should there be no 
law to prevent enhancement of purchasing power brought about 
by hoarding, if there must be a statute to mitigate that enhance- 
ment which may occur by loaning money ? 

Frequently, in the early settlements of the West, farmers 
supplied the new-comers, arriving in the autumn, enough grain, 
payable in kind, quality, and quantity, to carry them through 
the next season, and to a matured harvest of their own cereals. 

To illustrate. A loaned B 500 bushels of corn worth 25 cents 
a bushel, January 1, 1894, to be repaid with 550 bushels of corn 
on January 1, 1895. But, because of the drouth and scarcity of 
corn in the fall of 1894, it has doubled in price and sells on the 
first,day of this year for 50 cents a bushel. Now by a similar 
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process of reasoning, the bimetallist should call for a statute en- 
abling A to pay B his 550 bushels of corn with 550 bushels of 
oats which are worth only 30 cents a bushel. The corn having 
appreciated, because of the changed relation of the supply of corn 
to the demand for corn, has worked a hardship, under the inex- 
orable operation of economic law, against B. 

And the economic law is an evolution of that natural law 
which regulates the rainfall and the sunshine and makes crops, 
either bountiful or meagre. Now would not the same morality, 
honesty, and sense of justice, which provide for the payment of 
a money debt created since we were on a gold basis — that is, since 
January, 1879 — in depreciated dollars, made either of silver or any 
other commodity, also pay a loan of 500 bushels of corn, bor- 
rowed in 1894, with 550 bushels of oats in 1895 ; or, if in corn, 
then in troy weight instead of avoirdupois ; or, if by measure, 
then with two pecks to the bushel 1 

Du Maurier describes the wonderful vocalization of Trilby, as 

"waves of sweet and tender laughter, the very heart and essence of 
innocent, high-spirited girlhood, alive to all that is simple and joyous and 
elementary in nature — the freshness of the morning, the ripple of the stream, 
the click of the mill, the lisp of wind in the trees, the song of the lark in the 
cloudless sky — the sun and the dew, the scent of early flowers and summer 
woods and meadows— the sight of birds and bees and butterflies and frolic- 
some young animals at play— all the sights and scents and sounds that are 
the birthright of happy children, happy savages in favored climes— things 
within the remembrance and the reach of most of us 1 All this, the memory 
and the feel of it, are in Trilby's voice as she warbles that long, smooth, 
lilting, dancing laugh, that wondrous song without words ; and those who 
hear, feel all. and remember it with her. It is irresistible ; it forces itself on 
you ; no words, no pictures, could ever do the like 1" 

But the music was that of her mesmeric master. The potency 
of his magic swayed her whole being — voice, features, pose, ges- 
tures, everything — in one grand, breathing symphony. So the 
harmonies of civilization, the multifold tones of Trade, all the 
great choruses and melodies of Commerce — the murmuring stream 
that turns the mill wheel, the hissing engine on the rail, the plash 
of the paddle-wheel on inland lakes, the monotonous pulsations 
of the great hearts of steamships on all the oceans of the globe, 
the singing wires of telegraph lines hanging in the air, the whir 
of the electric cars — every movement of a sentient commerce 
transporting from north to south, from south to north, from east 
to west, and from west to east, with all its myriad sounds of con- 
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tented industry — are merely the economic orchestra of Civiliza- 
tion obeying the motions of the magic baton of Demand, wielded 
by the will-power of the civilized world. These are the marvel- 
ous melodies of modern commerce. But the inspiration which 
gives voice to value, and energizes the many-tongued industries 
of modern life, advancements, and improvements, is exchange- 
ability based upon demand, which is founded upon desire. 

And so, theorize as we may, contend for whatever financial 
faith we can, and legislate as we will, we shall find at last that 
in our Present the foundations of finance are, as they were in the 
Past of a thousand years ago, buttressed by hnman desires and 
human demands for exchangeable things. And the Future will 
finally, perhaps, after many severe strains upon the credit of the 
Republic, behold the citizens of the United States in their hon- 
esty and strength with one voice unequivocally declaring for a 
unit — a measure of value— a medium of exchange — fashioned out 
of or founded upon gold. They will thus determine and declare, 
because that metal has been tested and approved for 500 years by 
the domestic and foreign trade of all the commercial nations of 
Europe as the only measure of value, the only facilitator of ex- 
changes which civilized mankind has as yet discovered, adopted, 
and utilized with nearly universal success and almost complete 
satisfaction. 

J. Steblikg Mortok. 



II. 

The financial system of the United States is the result of a 
series of enactments. Each act of Congress upon the subject 
was passed for the purpose of improving some condition or sup- 
plying some want which then existed. The result has been that 
our system is not in accord with any of the recognized principles 
of a sound currency. There are at this time nine different kinds 
of coins and paper money in circulation. The paper currency con- 
sists of gold and silver certificates, two kinds of Treasury notes, 
currency certificates, and national bank notes. The legal-tender 
Treasury notes, amounting at this time to $346,681,016, had their 
origin in our civil war. The Treasury or Sherman notes, amount- 
ing January 1st, 1895, to $150,823,731, were issued under the Act 
of July 14, 1890, which act the Democratic platform of 1892 de- 
nounced as a political makeshift. It proved to be a Pandora's 
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box, from which proceeded all manner of financial ills. It certainly 
produced widespread disaster. The section of the act which re- 
quired the Secretary of the Treasury to issue Treasury notes in 
the purchase of 4,500,000 ounces of silver bullion per month 
was the principal cause of the financial crisis of 1893, which 
was in a measure arrested by the repealing uct passed at the 
first session of the present Congress. These so-called Sherman 
notes and the legal-tender notes, which now aggregate nearly 
$500,000,000 are all payable in coin. The Treasury Depart- 
ment has universally held that good faith requires their payment 
in gold coin. There are many persons who are of the opinion 
that the Secretary of the Treasury should pay these notes in 
silver, and that such payments would be strictly in accordance 
with the terms of the contract. This view of the case is pre- 
dicated upon the fact that if such a contract existed between 
one man and another the debtor would be justified in paying in 
either coin, and no lack of good faith could be imputed to him 
for so doing. But between the government and a private in- 
dividual as in this case the conditions are materially changed. 
The government has authorized the coinage of a silver dollar 
which now contains less than fifty per cent, of intrinsic value as 
compared with gold. The coinage of silver dollars has been 
limited, and has now ceased altogether and the government in its 
various acts, and especially in the Act of July 14, 1890, has de- 
clared it to be a part of its policy to maintain the parity of the 
standard silver dollar with the gold dollar. There can be but one 
meaning to this declared policy of the government ; and that is 
that the government will make the silver dollars which it has 
coined as good as gold dollars. The government having made 
this pledge to the holders of these coins, it is not for it to say to 
its creditors which is the better of the two or which it will prefer 
to pay ; but it is the right of every creditor of the government to 
say: "You have declared by solemn enactment that these two 
dollars shall be equal in value, and I prefer the gold dollar, it 
being the same in value to you as the other." This determina- 
tion of the government to pay in gold all of the Treasury notes 
has made the gold reserves the most convenient resource for 
obtaining gold for a settlement of all foreign balances and 
also for replenishing the gold reserves, which our own 
bankers desire to keep. The constant presentation of green- 
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backs at the Treasury of the United States, and the 
demand for their payment in gold, have necessitated the 
issue of bonds during the last twelve months to the amount 
of $100,000,000, and the gold reserve is continually being 
reduced. In view of the fact that greenbacks and Treasury 
notes will procure gold at any time, they are hoarded by the 
banks ; and silver certificates, which have been issued to the 
amount of $336,924,504, are principally used for paying dues to 
the government. The greenbacks and Treasury notes serve the 
purpose of taking the gold out of the Treasury, and the silver cer- 
tificates serve the purpose of keeping it out. These conditions 
have caused the gold reserve to be regarded as the financial 
barometer of the country ; and as the gold reserve goes down, 
anxiety and uncertainty increase. What remedy can be applied 
at this time ? The Secretary of the Treasury, in his recent re- 
port to Congress, has recommended the passage of a bill which, 
if it shall become a law, will, in a measure, relieve the situation. 
This measure, known as the Carlisle Bill, proposes to amend the 
national banking laws so as to dispense with the bond security 
now required, and to permit the issue of national bank notes to 
the extent of seventy-five per cent, of the unimpaired capital of 
the bank, secured by a deposit in the Treasury of the United 
States of legal-tender and Sherman notes to the extent of thirty 
per cent, upon the amount of circulation applied for. These 
banknotes are to be further secured by a safety fund contrib- 
uted by the banks in the system, amounting to five per 
cent, upon the whole circulation, and also by a first lien 
upon the assets of the bank, including the amount 
which may be received from the double liability of the stock- 
holders. The details of this bill are so well understood 
that I will not undertake to state them further. The question 
has been frequently argued, How will such a measure as this re- 
lieve the present situation ? In the first place it will create a 
demand for legal-tender notes to the amount of thirty per cent- 
of the circulation, to be taken out under the act. This demand 
can only be satisfied by the deposit of legal-tender and Sherman 
notes. They will therefore be in greater demand than gold itself, 
for they will perform an important function in business that gold 
itself cannot perform, viz., form the basis of a circulating medium. 
It is well known that the mere fact that United States bonds 
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could be used as a security for national-bank circulation appre- 
ciated largely their value; and if such use appreciated the value 
of the bonds, why would not the similar use created for the legal- 
tender notes appreciate their value ? If legal-tender notes, there- 
fore, were more valuable in the market than gold, they would not 
be taken to the Treasury for the purpose of demanding gold for 
them. There is also a provision in the Carlisle bill which author- 
izes the Secretary of the Treasury to use any surplus revenue 
that may at any time be in the Treasury, in the purchase and can- 
cellation of legal-tender notes. But to prevent the possibility of 
a contraction of the currency it is further provided that such 
cancellation shall not exceed the net increase of circulation which 
may be taken out under the act. 

The United States Government, in the issue of the legal-tender 
and Sherman notes and in its promise to redeem them on demand 
in coin, has established practically a national bank having a cir- 
culation of nearly $500,000,000. There has been for two years 
past a constant run upon this bank. There are several ways in 
which banks stop runs of this kind. One is to borrow money of 
other banks or individuals, the course which the United States 
has been pursuing heretofore. Another is to change the character 
of their indebtedness from call demands to time obligations; that 
is, fund the indebtedness which is due into notes or bonds running 
for such length of time as will enable the bank to prepare for 
their payment. This is the remedy which it is proposed by some 
the government of the United States shall now adopt, viz., fund 
the legal-tender and Sherman notes into interest paying bonds. 
But the most effectual mode of stopping a run upon a bank is to 
re-establish public confidence. As soon as depositors and other 
creditors are satisfied of the ability of the bank or the government 
to pay all demands upon it, the desire for immediate payment 
ceases, and the business of the bank progresses as if no distrust 
had existed. The Carlisle bill would, if passed, restore public 
confidence. Its passage would demonstrate that the government 
of the United States will ultimately pay all its indebtedness. It 
would establish a currency system which would relieve the gov- 
ernment from the obligation and necessity of the current redemp- 
tion of the circulating medium. The government would retire 
from banking and leave the currency to be regulated by the busi- 
ness needs of the country. 
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Some criticism has been made on the Carlisle bill upon the 
ground, as it is alleged, that it would produce inflation. This 
criticism is unfounded. There can be no inflation of prices 
by a currency which is convertible into coin, or into lawful 
money which is equivalent to coin. In all cases where cur- 
rency has inflated prices, the increase in prices has been caused 
by the depreciation of the currency, and not by the volume of 
such currency in circulation. A convertible currency performs 
only those functions which coin would perform if the currency 
were not in existence. If there is more currency in existence 
than is required for those transactions in which currency actually 
passes, it will lie idle in the vaults of the-banks or in the pockets 
of the people. There is now in existence in our great cities and 
in the country generally a large amount of surplus currency. 
This does not produce inflation. There is simply no use for it 
in those transactions in which money is actually used. It lies 
idle in the banks and has no effect whatever upon the prices of 
commodities. When there is a demand for this currency, it will 
go out and circulate among the people ; and when it has per- 
formed those transactions in which it actually passes, it will again 
return to the vaults of the banks. 

There is a prevalent opinion in the minds of many that if the 
whole money in circulation were doubled, prices would be doubled ; 
and if the currency should be increased to any extent, prices of 
commodities would be increased in like proportion. This heresy 
has produced more perplexity and confusion than all the other 
financial heresies which have ever been advanced. It implies an 
entire misconception of the functions of money. It is predicated 
upon the false assumption that all the commodities in the mar- 
ket constitute the demand for all the money, and that all the 
money constitutes the demand for all the commodities ; that all 
the commodities are to be exchanged for all the money, and thus 
that the amount of the money is equal to the value of the com- 
modities. John Stuart Mill, one of the greatest writers on polit- 
ical economy, fell into this error, and is responsible in a great 
measure for its wide dissemination and acceptance by others. A 
moment's reflection will serve to explode this theory. Argument 
is scarcely necessary. Facts can be cited. The President of the 
Bimetallic League of the United States, who appeared before the 
Committee on Banking and Currency in December last, made 
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the broad statement that " Prices depend on the proportion of the 
volume of money in a country as compared with commodities." 
But when his attention was called to the fact that in France the 
per -capita circulation was $42 and in England $18 and that tnere 
was no such difference in prices between the two countries as these 
figures indicated, he stated that the circulation is supplemented by 
bank credits, which also affect prices, and that when bank cred- 
its are taken into consideration in the two countries the currency 
of each of those countries is about the same. That statement was 
hastily made, but its truth is necessary to maintain the theory. A 
careful investigation, however, shows that the facts do not sus- 
tain him. In England the per-capita circulation of gold, silver, 
and paper money in 1890 was $18, and the per-capita circulation 
of banking capital, right of issue, and deposits in all banks was 
$120, making an aggregate per-capita of such circulation of $138. 
In France the per-capita circulation of gold, silver,and paper 
money was at that time $42, and the per-capita of banking 
capital, right of issue, and deposits in all banks was $35, making 
an aggregate per capita of such circulation of $77. If this the- 
ory were true, the prices in England as compared with those in 
France would be as 77 in France is to 138 in England. The 
mere statement of the proposition refutes itself, for everybody 
knows that the difference in prices of commodities in those two 
countries is the cost of transportation between one country and 
the other, and the added customs duties which either country 
may impose. In fact, this is practically the difference in prices 
between all countries, and the volume of circulating medium, 
whether it includes the banking credits or not, has nothing what- 
ever to do with the prices of commodities in such country. The 
aggregate per capita of money and bank credits in other coun- 
tries of the world in 1890 shows as great a disparity as is shown 
between England and France. Such per capita in Germany was 
$43.54; in Russia, $12.66; in Austria, $26.75; in Spain, $28.56; 
in Belgium, $53.53; in Holland, $58.88; in the United States,. 
$105.40; in Australia, $211.75; and in Canada $53.56.* In view 

* The data from which these facts were compiled will be found in two tables of 
statistics, one in Mulhall's Dictionary of Statistics (1892), page 76, and the other in 
Richard P. Rothwell's Universal Bimetallism (1893), page 6. It is possible that the 
paper money circulation was embraced in both the tables referred to ; if so the per 
capitas should be reduced as follows : England to (136.68; France to (74 91; Germany 
to $41.78: Russia to (8.21; Austria to 120.20; Spain to (23; Belgium to (44.68; Holland 
to (50; United States to (99.16; and Canada to (44.67. The disparity is as great in 
either case. 

vol. clx. — no. 459. 10 
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of these facts the assumption that the volume of coin and cur- 
rency, or the volume of coin, currency, and bank credits in a 
country, determines the prices of commodities in such country is 
without any foundation whatever. 

In the actual transactions of business all contracts are ex- 
pressed in money, but trade is merely the bartering of one com- 
modity for another. The price is stated in money, and the 
commodity is first bartered for coin or its equivalent estimated 
upon the cost of production of each. When a person sells his 
commodities, he uses the coin to procure other commodities, and 
thus the barter is complete. But coin is not always passed in the 
transaction. In fact the most careful investigations in this 
country and in Europe have demonstrated that less than five per 
cent, of the transactions in trade are consummated by the pass- 
ing of actual money, coin or paper. Checks, bills of exchange, 
and book accounts form ninety-five per cent, of all the moneyed 
transactions of the country. The five per cent, of all transac- 
tions which call for the actual use of money cannot be regarded 
as equalling the value of the ninety-five per cent, of commodities 
where no money whatever passes. 

International trade is carried on in the same way as domestic. 
When goods are shipped from one country to another they are 
paid for by bills of exchange, and these bills of exchange are 
purchased from the bankers in the respective countries. A thou- 
sand millions of dollars worth of commodities may be sent from 
this country to other countries in one year, and if another thou- 
sand millions of products come back to pay for them, there would 
be no necessity for a dollar in money to pass between the two 
countries. The exported commodities would simply be exchanged 
for the imported commodities, and if an equal amount went each 
way there would be no balance to settle. And this is true whether 
the value of the goods were $1,000,000,000 or whether it were only 
$1,000,000. If the trade of this country with another country 
were only $1,000,000 in a year, and if we should get only $900,- 
000 worth of goods in return, we would be compelled to send 
$100,000 in gold to make up the difference. So that in this case 
it would require more money to be paid in $1,000,000 of trans- 
actions than in $1,000,000,000, where the values of the commodi- 
ties exchanged were equal. The transactions in a great city like 
New York will further illustrate this matter. The Clearing- 
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House serves the purpose of exchanging one kind of commodity 
with another. The transactions of the day might amount to 
$100,000,000, and $1,000,000 of actual money might be all which 
would be required. The same amount might be required in 
settling the balances when the aggregate was only $10,000,000. 
So that the volume of the currency in circulation does not affect 
the prices of the commodities in the slightest degree. If there 
is a sufficient volume of money in circulation to perform those 
transactions in which money is actually passed, any excess of this 
amount will serve no useful purpose, and will not affect in the 
slightest degree the prices of commodities. 

These general observations will serve the purpose of dispel- 
ling any apprehension which may exist in the minds of those 
who anticipate inflation of prices through excessive issues of bank 
currency. As before stated it must be assumed at all times that 
the bank currency is perfectly safe and that the notes will be 
paid at all times on demand in coin or its equivalent. 

It is the opinion of the best financiers of the country that the 
security provided in the Carlisle bill is ample, and that under no 
possible conditions could the noteholder ever lose anything. If 
this bill could be enacted into law it would furnish a currency 
which would be sufficient under all conditions for the wants of 
trade and commerce. By reason of the convertibility of the notes, 
and the further fact that every bank would be required to re- 
deem its own notes, and that notes could be issued bottomed chiefly 
upon the assets of the bank without requiring the purchase of 
United States bonds to be deposited as security therefor, there 
would be perfect elasticity in the system. A country situated as 
is ours requires an elastic currency. In the seasons of the year 
when crops are being moved a much larger volume of currency 
is required than at other times. In Canada it has been esti- 
mated that the increase of the paper circulation when the crops 
are being moved amounts to twenty per cent, upon the whole 
volume. A similar increase is required in this country. This 
fact shows that in the United States at least $200,000,000 more 
are required for the transaction of business when the crops 
are being moved than at other seasons of the year. Our cur- 
rency system should be so constituted that this increase would 
be permitted promptly, and as promptly retired when the necessity 
for the increase has ceased. The amount of notes that would be 
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in circulation could not be controlled by the banks. They could 
not put out a dollar without giving it away unless some person or 
corporation applied for it and required it for use in his or its 
business. The man who goes through the South buying cotton 
and paying for it in bank notes is expanding the circulating me- 
dium. The man who goes through the agricultural regions of the 
country buying grain or cattle is expanding the circulation. The 
banker is powerless to put one dollar in circulation except such 
as is required by the business transactions of the country in which 
currency is actually used. What is needed, therefore, in this 
country is a sound, sufficient, and elastic circulating medium. 
Any measure which secures these ends and takes the Government 
of the United States out of the banking business will bring the 
desired relief to the Treasury, will establish confidence in our 
financial system, and give assurance to the whole world that the 
people of the United States will conduct the affairs of this gov- 
ernment upon sound financial principles, and that they will 
sacredly observe and meet all of its obligations. 

William M. Spbinger. 



III. 

The embarrassment of our financial situation is occasioned by 
the necessity of maintaining the paper money issued by the Gov- 
ernment upon a gold basis, and this embarrassment is intensified 
by the fact that more than one-half of the currency issued by the 
Government is based upon silver — which has been demonetized 
as full legal tender money by the other principal nations. 

In the early days of the Kepublic the wisest and best men of 
that time were opposed to the issue of paper money in any form, 
and in the Federal Convention there was bitter opposition to 
granting the power of issuing currency to the Government. With 
the exigencies of the Civil War began the evolution which has 
brought about the present financial situation. In 1862, for the 
first time in the history of the United States, notes were issued 
possessing legal-tender quality. They were, at first, fundable 
into United States bonds; and, very likely, if this provision had not 
been repealed, they would, like previous issues, have disappeared 
from circulation. The Supreme Court, reversing a former de- 
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cision, made them legal tender for all debts, and gave them per- 
manent circulation as money. 

It is not my intention to rehearse, at length, the financial 
history of the last thirty years, but it is necessary, in order to 
consider what remedies are best adapted to the present condition 
of affairs, to briefly review the action of the Government in rela- 
tion to currency matters since 1862. There were issued under 
the acts of 1862 and 1863, legal-tender notes amounting to 
$449,479,222, which were reduced in 1878 to $346,681,016, and 
that amount was fixed as the maximum of this form of money. 
The Coinage Act of February 28, 1878, provided for an issue of 
standard silver dollars weighing 412| grains, 900 fine, being at 
about the ratio (a3 silver is to gold) of 16 to 1. Under this act 
there has been coined 422,426,749 silver dollars, and while only 
57,889,000 of these coins are at present in circulation, silver 
certificates representing the remainder are in use as money. 

In 1890 a law was enacted repealing a portion of the Act of 
1878, and directing the purchase each month of 4,500,000 ounces 
of silver and the issuance of Treasury notes against the same. 
Under this law (which was repealed in 1893) $150,823,000 of 
Treasury notes were issued against purchases of silver bullion. In 
addition to legal-tender notes, silver dollars (and silver certificates 
representing the latter), and Treasury notes representing silver 
bullion purchases, laws have been adopted providing for the is- 
suance of gold certificates against deposits of gold coin, and legal- 
tender certificates against deposits of United States notes. These 
issues, however, being substantially warehouse receipts, do not 
bear directly upon the consideration of the general currency situa- 
tion. The Treasury Department has for years been virtually 
a bank of issue. In addition to issuing its own currency, 
the Treasury has acted as redemption agent for the National 
Bank notes, which are guaranteed by the Government and 
secured by deposits of Government bonds ; and while the 
practice of a government issuing paper money has been con- 
demned by students of political economy, the paper money 
of the United States has been eminently satisfactory to our 
people. Every facility has been given for the transfer of notes 
from one part of the country to another, thus reducing the price 
of domestic exchange to a minimum. Mutilated notes have been 
promptly replaced with new currency, and the Government has 
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been prepared at all times to exchange the various denominations 
of money whenever desired. All of our currency, including the 
notes of National banks, has, since the resumption of specie 
payments, been redeemable on demand in gold or silver coin at 
the option of the holder. Unfortunately, however, our Govern- 
ment issues are not upon a proper basis, as more than one-half of 
the paper money in circulation has been issued against silver, and 
the balance is simply evidence of debt — a forced loan upon the 
people. 

During the last twenty years the principal nations of the 
world have gradually been demonetizing silver as full legal-tender 
money, and now insist that gold is the only money possessing 
full debt-paying power. It was not remarkable that the demone- 
tization of silver by France and Germany, beginning with 1873, 
was not then seriously regarded by the people of our country as, 
at that time, both gold and silver were at a premium in the 
United States. Furthermore, for several years .after the passage 
of the silver coinage act in 1878, the restrictions imposed upon 
National Bank note circulation caused a decrease in its volume, 
this diminution being the result of the continued war tax of one 
per cent, per annum upon National Bank notes outstanding, and 
because notes to the extent of only ninety per cent, of the par 
value of United States bonds deposited as security can be issued 
by the banks. Hence National Bank notes outstanding have been 
reduced from $354,128,250 outstanding in 1875 to $201,845,000 
on January 1, 1895. The coinage of standard silver dollars and 
the issuance of certificates against the same only added a suf- 
ficient amount of currency to satisfy the demands of increasing 
business, and as the balance of our trade with foreign countries 
was favorable to us, our people did not realize that we were issu- 
ing an inferior currency. Furthermore, the supply of gold in the 
country and the amount in the Treasury was ample for all our 
requirements. Since the resumption of specie payments, until 
recently, no difficulty has been experienced in obtaining any 
amount of gold required, either for domestic use or for ship- 
ment abroad to settle adverse balances; and although a number of 
the officials of the Treasury Department, and many of our 
thoughtful bankers and business-men, have felt that it was un- 
wise for the Government to continue to issue currenoy, our 
legislators have been reluctant to make any alteration in our cur- 
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rency system, as it has for many years proven its efficiency and 
utility. 

For several years past general trade conditions throughout the 
world have been unsettled, and owing to the low price of agri- 
cultural products which are the principal exported articles from 
this country, and also to the reluctance of investors abroad to pur- 
chase our securities or enter upon new business ventures in this 
country, the balance of trade has been against us. This has 
resulted in large and frequent shipments of gold to Europe to 
settle that balance. Under the circumstances it is not unnatural 
that the present unsatisfactory condition of trade and commerce 
in this country should be attributed to our complex currency sys- 
tem. As a matter of fact, gold exportations result from causes 
other than currency conditions. Our unparalleled prosperity 
in former years induced our people to freely purchase abroad ob- 
jects of art, luxuries, and many manufactured articles, and while 
formerly such purchases were offset by shipments of commodities 
and by sales of securities to European investors (except during 
brief periods) we now feel keenly the general depressed condition 
of trade throughout the world. Furthermore, as European in- 
vestors have of late seriously questioned our ability to maintain 
gold payments, it is necessary, in order to restore complete pros- 
perity, that we should compete in the markets of the world with 
our goods and commodities, and also reconstruct our currency 
system. 

We do not share in this apprehension of investors regarding 
maintenancelof a gold issue,and are confident that, even if no change 
is made in our currency system, our government will maintain gold 
payments at any cost. Our present financial condition is, in many 
respects, more satisfactory than it was prior to the repeal of the 
Silver Purchase Act, which compelled us to inflate our currency 
regardless of business requirements, and we now realize that what- 
ever may be the relative position of gold to silver, in the commercial 
world, we are compelled to settle our exchanges upon a gold 
basis, and we have abandoned the idea of this country alone 
fixing the ratio between gold and silver as money metals, and our 
Government must act accordingly. 

While the Government cannot evade its obvious duty in the 
maintenance of gold payments, it is also plain that our currency 
system should be modified and simplified; but this should be 
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undertaken only after a most careful consideration of the subject 
in all its aspects. Our circulating medium should not be subjected 
to any sudden change which might disturb business confidence. 
The Government having hitherto provided us with paper money, 
it cannot discontinue its task without first providing ample safe- 
guards covering bank note issues — if the latter are to supplant our 
present form of currency. In the mean time it must maintain all 
of its currency on a gold basis. Furthermore, Government dis- 
bursements at present exceed its receipts, and, as this state of 
affairs may continue for some time, provision should be made to 
meet any deficiency that may arise. To accomplish this and pro- 
vide for the maintenance of gold payments and arrange for the 
retirement of Government paper money, it is necessary that the 
Secretary of the Treasury should have the power — 

First. To borrow money, when necessary to meet deficiency, 
by issuing therefor short-term obligations under proper restric- 
tions. 

Second. To issue bonds payable in gold coin, on short or long 
time, as may be best adapted to the money market and most ad- 
vantageous to the Government, so that we may compete in the 
markets of the world for a sufficient supply of gold to provide ad- 
ditional reserve and maintain all of our paper money on a gold 
basis. 

Third. To issue long-time bonds at a low rate of interest, to 
provide funds to redeem such Government notes as it may seem 
desirable to withdraw from circulation from time to time. 

These requirements being met, we can then safely consider 
the question of a larger issue of bank notes to supplant the Gov- 
ernment paper money to be retired. 

The growth of public sentiment during the past year in oppo- 
sition to the Government issue of paper money, and in favor of 
substituting bank-note issues therefor, has been pronounced, 
and several bills have been introduced in Congress which provide 
for the issue of unsecured bank notes by both National and State 
institutions, and suggestions have been made that the United 
States notes issued in 1862 and Treasury notes issued under the 
Act of 1890 for the purchase of silver bullion should be retired. 

None of the measures pending, however, is sufficiently com- 
prehensive to remedy the evils they seek to correct. 

The currency obligate- of the Government atlthe present time 
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in circulation and in the Treasury (exclusive of gold certificates, 
currency certificates, silver dollars outstanding, and subsidiary 
silver) which the Government is compelled to protect by a suffi- 
cient gold reserve are as follows : 

United States notes $346,681,016 

Treasury notes (under Act, July 14, 1890) 150,823,731 

Silver certificates 336,924,504 

$834,429,251 

In addition to the above there are $201,845,738 National Bank 
notes outstanding, guaranteed by the Government, which are in 
the same category. It is evident that if provision be made for 
the retirement of the United States notes and Treasury notes 
of 1890, leaving the responsibility for the redemption of National 
Bank notes to the banks themselves, the Treasury will still have 
to contend with $336,924,504 of silver certificates, representing 
standard silver dollars, and will also be compelled to keep 
$57,889,090 of silver dollars, now outstanding, at par and inter- 
changeable with gold ; and should any of the bills now pending 
before Congress providing for the issue of bank notes be passed, 
such notes might be redeemed in silver dollars which are un- 
limited legal tender, the silver certificates being redeemable in 
this coin. It is plain, therefore, that unless the Treasury main- 
tains silver dollars and silver certificates upon a gold basis, a 
large additional issue of bank notes might force us to a silver 
basis unless the silver certificates and silver dollars be retired 
from circulation, in addition to the retirement of the United 
States notes and Treasury notes* 

The National Banking System was established in February, 
1863, and for many years it has furnished a most excellent paper 
currency, secured by deposits of Government bonds with the Treas- 
urer of the United States, and the bank notes are issued under 
such careful provisions of law that the general public scarcely 
realizes that they are simply promises to pay, and not actual money. 
The National Bank notes are redeemable in legal-tender notes, 
which, in turn, are redeemable in coin. The issue of currency 
by the Government and the restrictions upon National Banks, 
heretofore mentioned, have curtailed and reduced the volume of 
National Bank notes, and the provisions of the Bank Act, which 
prevent the redemption of more than $3,000,000 of bank notes 
during any one month, have also been a great disadvantage. The 
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National Banks for a number of years past have gradually become 
banks of deposit and discount, rather than banks of issue. This 
is the natural result of the Government's policy furnishing paper 
money, and of the restrictions imposed upon National Bank cir- 
culation rendering it unprofitable. While some plan providing 
for the issuance of unsecured bank notes, which would be a first 
lien upon the assets, a plan somewhat similar to the one now in 
operation in the Dominion of Canada, or proposed in some of the 
bills pending in Washington, might be devised that would make 
the holder comparatively safe, it would be an experiment, which, 
under existing circumstances might prove costly. Besides, with 
our present system in operation it is entirely unnecessary to 
make any radical change in the Bank Act. 

The issuing of unsecured bank notes, making noteholders 
preferred creditors, would undoubtedly disturb depositors, and 
might cause a very considerable contraction, as bank checks 
are the principal circulating medium of the country. In times 
of panic unsecured bank notes would undoubtedly be presented 
in large amounts for redemption, thus causing heavy runs. This 
demand, in addition to withdrawal of deposits, would undoubt- 
edly cause suspensions and great sacrifices on the part of the 
banks ; whereas holders of bank notes secured by United States 
bonds, such as are now outstanding, are not called upon to take 
any action during a period of financial distress, as their money is 
not dependent upon the general assets of the bank — the issue de- 
partment of National Banks being distinct from the banking de- 
partment, upon practically the same principle as that of the Bank 
of England. 

As the National Bank Act provides for the conversion of 
State banks into National banks, there would be no undue dis- 
crimination against State institutions, and if banks organized 
under the State laws desire to avail themselves of the privilege 
of issuing bank notes, it can be no hardship to them to convert 
themselves under the liberal provision of the law already made 
for that purpose. Indeed, it would appear that if State institu- 
tions should object to this course, they must consider the laws 
under which they are conducting their business as less restrictive 
than the National Bank Act, and it would certainly be inexpedient 
to permit banks to issue currency unless proper restrictions sur- 
rounded their business. Undoubtedly much of the excellence of 
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the National Banking System is due to the fact that it is con- 
ducted under the general laws of the United States, which in- 
sist upon formal report and examinations and provide for proper 
reserve against deposits. 

It has been claimed by the advocates of the measures now 
pending in Congress, that bank notes issued freely without 
security further than a first lien upon the assets of the bank will 
be a more elastic currency and apt to be more readily retired, in 
case of redundancy, than it should under the National Bank Act. 
It is difficult to understand upon what premises this idea was 
based. There is no good reason why unsecured bank notes should 
be issued or retired more readily than secured notes. 

Prom the foregoing it appears that the machinery of the 
National Banking System can be readily made available for the 
issuance of additional bank notes to replace the paper currency 
issued by the government, if the following modifications in the 
law are made: 

First. Long-time bonds should be issued by the General 
Government to take up and cancel its paper money. These bonds 
can be utilized as security for bank notes. 

Second. The tax of 1 per cent, per annum upon National 
bank circulation should be reduced to % of 1 per cent, per an- 
num. 

Third. Banks should be permitted to issue notes to the extent 
of the par value of bonds deposited as security.* 

Fourth. The restriction of the law providing that only 
$3,000,000 of National bank notes shall be redeemed in any one 
month should be repealed. 

Fifth. In order to maintain gold payments the redemption 
fund deposited with the Treasurer of the United States should 
consist of gold coin or its equivalent. 

Sixth. The Comptroller of the Currency should be author- 
ized to have printed and continually on hand a sufficient amount 
of National Bank notes to supply the banks of the country with 
the maximum amount of circulation permitted by law upon a 
deposit of Government bonds. 

Seventh. National Banks should be permitted to hold a por- 
tion of their reserves against deposits in the notes of other banks. 

* The Comptroller of the Currency might be authorized to permit banks owning 
high-rate Government bonds, selling at a premium, to issue notes to substantially 
the market value of the bonds. 
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These modifications relate entirely to the issuing of bank 
notes, and do not disturb or weaken our banks, so far as their 
operations of deposit and discount are concerned. 

In the solution of the currency situation, it is requisite that 
our entire system should be taken into account before any legis- 
lation bearing thereon is had, and no palliative measure should 
be adopted. The subject is of such vital importance to every 
one, to the humblest laborer as well as the richest capitalist, that 
in providing a remedy partisanship should be subordinated to 
statesmanship. The paper which has been issued by the Govern- 
ment is on a gold basis, and when supplanted by bank notes they 
also must be maintained upon a gold basis, and this must be done, 
even if we are compelled to make sacrifices to provide the neces- 
sary amount of gold coin for this purpose, for, whatever may 
be the opinion of the citizens of the United States in the matter, 
gold is to-day the sole money of full debt-paying power among 
the principal civilized nations. 

H. W. Oanjton. 



